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Business Population

by Legal Form of Organization

THE busigess population of the Uniled Siates has re-
moined stable ab about 4.2 million conerrns over the post 2
yeosrs, Continwing modernic gains in the number of eorporn-
tions in 1953 and 1854 were ofzet by slight reductions m
anincorporated firme.

In 1954, eonleaet constraetion was the only major industry
division i0 gain signilicantly in number of operating com-
panies. Hare tha tnerense of 3 percont was nbout half tha
proportions! inerense in 1052 and 1853. The number of
manulacturing Grms declined in each of the Jaat 3 vears.
Wholesals irnde continued Lo edge up slightly while the
numboer of coneerns in ¢he agpropate in remmining
industry divisgions remainad virtually unchanged.
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Corporations, which currenily make vp something over
gne-cighth of the business population, have incrensed in
nuimber by seven-ientle since 1945, while univcorperatoed
firme lhave inevessed by about one-third, In the early
postwar period, 194548, the corperate and noocorporate

paris of the husiness population shared more equally n the
rapid growth, with corporaticn: inereasing by more than
two-fifths and proprietorships_together with partnerships
aining by ebout one-third. During the years from 1949

rough 1954, however; corporations increased quite stoadily
by about one-sixch for the 6-year period. Unincorporated
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businesses, on the otherh nndélgained relatively less from 1949
thrangh 1852 nod dipped slightly thereofter. As of the
beginning of this year there were nbout 5 percent more
noncorporats frms in operntion than 6 years onrlier.

The Luziness populntion of the United States discussed
herc refers o oll privaie nonagriculbural enterprises, except
those providing professions] sorvicos. About 90 percent of
alt private buamese employment and national income orig-
inato in these firms. ig article—ilie fourth in the enrrend
sories ! deseribing the business population and its turnover—
reviews the iLrends from the stpndpoing of the lagel form of
organization of American busincsees.

Position of corporations

Although ebout three-fourths of private nonagricul turnl
netional ncome and amploymont oulside the professions
originates in the mmmta spetor, corporstions currantly
represent litkle more than one-eight.il of the total aumber of
operating businesses. The chart on pega 15 highlights the
lorgs proportion of the nationg! income that is produced
under the corperate form of orgenizaticn, The corporate
contribution te income and the proportionste humber of
esmpnaies ara higher in manufaciuring than in ather broad
industry divisions of the business population.

In 1947, the year for which the mest dotailed infermation
ig availoble, the emporate percentage was slightly lower (11
percent), while 70 percent of all firms were individually
gwned, 17 percont wora partherships nnd less than 2 percent
ware firms of other types of orpanization. Included in the
“pither types” are mudunl finoncial iostitubions, estades
trusta, reveiverships and cooperntives organized under spumai
State Inws rather than se corporations. )

The larger the size-group of companies the more important
is the proportion of all firms aceounted for by corporations,
ns may be seen from the lower left-hand section of toble 4
and the chart on poge 17. It will be noted, however, thel
while more than 4 out of every 5 firms with 100 ox mora paid
amployees ih operation in 1947 wers covporations, 93 perceuné
of all corporations were firms of lesser size. y one-
fourth of all corporntions had fower than 4 paid amployees
and nearly three-fourths had fewer thoo 20 amployees.

Long-term trends in corporations

Tha corporats forn of orgenization as it axists mdiar rests
ugon o bm:}i'rof legislation largely formulated during the Jast
centbury. bor &R extromely rapid growth in the number of
corporations during a relotivaly brief formative period, the
rate topered off ond sinee the eady 1900's has been only
moderately higher than the 1ate of growth for the rest of tho
husinegs population. While the expansion of the economy
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and the development of the eapital maricete moy have servod
as 6 stimulus to a more rapid growth in corporste businesa,
tha increasing im%rbannu of corporation noome faxes—
].m-t.inulnriy gince World War [—operated ns o very signifi-
eant detarrent to ineorporation of small and medium-size
firms though probobly not for the smeller number of giant
concerns for whioh eapital could not be rnized in any other
manner.

A comparison of the number of corporate tax returns with
estimated of the total business population for the earlier
period indientes that tha proporiion of corporations hns in-
cressed from ebout 9 percent in 1010 to about 13 percont
surrently—o riss of only 2 few pammtuﬁ points over this
antive pariod. These data also judicate that prior to World
War IL corporations were relntively most numeroua during
pericds of deprossion and proportionately fewest under favor-
able business conditions, reflecting the greater eyeclical
stebility of the larger Rems,

Corporate shares by industry

In January 1952, when corporations representod 13 per-
cent of nll firms in operation, one-third of all manufactnring
firne wera eorporations f{soe tabls 2).  Alse eubstanticlly
sbave average were the corporate proportions in the finance,
wholesale and mining divisions with percenteges sround n
fourth of the fotel. In anch of thres industry divisions—
coniract construetion, retail trade and services—corporations
comprised less thon o tenth of all Arms in operation.

Corporate Businesses

Impottanes in income orgialing and
number of firms
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In the transportation, communicabions and other public
wiilities division the corporate proportion of all firms is only
ﬂigh:lﬁ higher than sverngs, of one-sixth. Although wirtu-

¥ roilroads ond other public uiility concerns ara in-
torporated, firms engaged in auch activities ga trucking and
serviess allisd to transporiation are more numerous ang
predominantly unitcorporated. .

Within broad industry groups, s can be geen in the more
detniled diatributions shown in table 2, somewhat wider in-
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dustiial variation is revenlod in the proportion of all firms
aperating ns corporetions. Among rotall food and liquor
firms, filling stations and frms engnged in personal services
only 2 or 3 percent of all businesses are incorporated. Other
reteil trade nnd servige industry groups are also bolow the
gensral sverage in this respect with the emeﬁhuns of the
retail automotive group and motion pieturas whers sne-fifih
and two-fifths, respectively, of the concerns are corporate.
It should be noted that the lntter indusiry includes produae-
tion and distribution ns well ns the axhibition of melion pic-
tures in theaters. A foctor in tha metior picture industry is
the growing tendency for o corporation to be set up to
produce a single mation pickers.

Table Lt um e of Fitena in Opeeotiovn Jonwory 1, 1945=5%, nmnal
Number of Mew, Transferred ant Solid or Liguidated Busineesces
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The proportion of corporations in the overnll business
papulation was about the same ot the beginning of this year
Bz in 1952 but 2 pacentage points higher thag in 1045 and
1947. In general, changes in the proportion of corporations
within mosi of the industry groups were likewiso moderate
from 1945 to 1952, However, & greater thon average
tendency toward incorporation from 1945 to 1948 is indicnted
for textile, apparel and lenther manufacturers, and flrms
classified ia the rebail aztormotive groug.

Unincorporated business

Individual ownership offers advantages over the corporate
form in the way of fowor regulations, direct and full control
of tha business by the owner, and, in most cases, lower toxes,
The m;f-ihn.l aveilable to o proprietorship, however, ia limitod
by tha funds the ownor hos saved or can borrow. Under the
corporate form it is possible to drow on the capital of 2
aumber of different individuala whe moy or may not deaire
o participats directly in tha oparstion of the onterprisa and,
absg of great importance, the coninuity of the business is
mfﬁuardad and the mveater’s lisbility ia genarally hionted
to the omouwnt of his investment.
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Propristorships with less thon Four employees
comprise three-fifths of all business concems
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Partnerships resemble proprietorghips in that they may be
formed with relativa szse and tha buginess ies di COT-
trolled l:-ﬁ;tha owners, On the other hand, partnersbips re-
semble the corporste form since they do facilitate the pooling
of more than one imdividual's resources snd althongh the
linbility axtends to ench owner’s personaol esseta, risk is
apread to some extent. In nddition, the pn.rt.nemﬂip form
usyally makaz availabla to the firm the working time and
skills of ench of the portners. o

Unincorporsted firms comprise & substantial majority of
the total number of firms in operation within llmost avary in-
dustry group for which separnte dato ore available. The

proportion r down to just above hali textile,
apparel nnd leathor manufactirers and matal produsta mann-
focturers. To a 1 extent this result fo from the
broad jndustry ol cntion used in table 2. For soms of

the more detailed menuincturing industries, such aa taxtile
mills alone or producers of petroleum products, the unin-
corporated proportion wonld ba much lower. However, evan
in industries such as these where n large share of total output
is concentroted in relatively few firms, the proportions of
umncorporated firms sre far from igibla in numbers.
Railre and pipelines are among the few excoptions en-
sonntered. . .
Internel Revenus Service data on tha number of proprie-
torships and partnarships filing tax returna far 1947 conatitute
the lntest “universe” information available on the brenkdown
of the numbexr of unincorporated firms in operstion by type
of organization; these date provide the primary basgie tor the
detailed information pressntad in this stedy na o1 o single
date, January 1, 1947. Less comprehensive data for mores
recent years xive svidence that the current distribution of
unincorporated firms among sole proprigtorshipa, partnere
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ships tod other types of organizations probebly is not
diﬂlrmnt. from that found for 1947. Thie view ie support
by sampls studies of smployers filing social sacurity tax re-
turns for the firat quarter of 1951, a2 well as by teniative
global figures carried forward to 1955 on the bams of partial
mmformotion from IRS and businsss turoover estimates.
However, certain provisiona of the Revennes Act of 13549—
azpecially that on dividends and thet granting some unin-
corporated firrne the option of using corporste tax rates—may
have some effact on faturs trende,

From the standpoint of numbers of firma tha business
populotion may be t of es dominated bi smapll im-
prietorshipa. ividually ownad businesses with fawer than .
4 employees comprised nearly three-fifths of all firms in opera-
tHon In 1947,  As the accompanying chazrt shows, propristor-
ships with fower than 4 anployes constituted nearly 30

ercent of all firme evan within the mining and manufacturing

ivisions. These smaller proprietorships accommted for from
one-half to two-thirds of all firms in thres divieions—con-
struction, transportation and retail trads, about 45 percemt
in wholesale trade, nenrly 40 parcent in the finence division,
and 70 porcent of ell service firmy.

Pactnerships, which are more numerous then corporations
in most divisions and all retail and service industey groupe,
ire in turn quita consiatently outnumbered by pro rmmrs%fm
mnonz industries for which statistics are separately avoiluble.
coinbined tax-
tile, apporel £nd leather produeta group is due to the greater
tendency for epparel menufacturera to operate as pariner-
ehij .%mﬁud 'pstupmpﬁetornh(%:inalm
fa.itl-.i;r high within gther manufacturing gmiﬁa, in the Ainznce
divigion, and in mining and qumy;ﬁ. other induséry
divisions and groups sre charscterized by quits low propor-
tions of partnerships.
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Size and legoel form of organization

The effect of firm size a9 measured by number of paid
employees upon the distributions of firms among corpors-
tions, sole Er:ﬁriemrships and partoersbips is revealed b,
table 4 and the chart on helow. Although the chart
the table are boesed upon 1947 date, s discussed above,

orlial ond tentative informotion for recant indieates
that che current picture is esseaiially the same. It should
be noted that “other” types of orpanization have been
sxctuded from the dite charied,

Although =aols proprietorships account for four-fifths of
fums with fewer thae & smployees, the porcentage folls off
ropidly na size of firmn increases: only nbout cne-fourth of the
firms with between 20 and 49 amployees, and less than 4
percent of concerne with 100 or mors employess, sre indi-
widually owned.

Corporations, on the other band, toke on greater importance
as the pize of incrensez. Co tionz account for less
than 4 percent of all poncarne with fewer then 4 employess
and more thon four-fifthe of the 100 or over group. Roughly
equal proportions of proprictershipe and corporations are
found emong firms with 8-19 employees.

Firm siza a comparatively moderate offect upon the
proportion of firrae opernting as partherships, This form of
organization attains its grentest relutive importance in the
middle-size clasees, accounting for ome-fourth to one-fifth
of all Arms with 4 to 50 employaes,

Table 3 shows the number of firme in operation January 1,
1947, by type of orgenization and size for solocted ndustry
divisions ns woll ns for the business population s n whola.

Distribution of Firms by Legal Form of
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Even in construciion and retail irade, where amall propor-
tiona of oll firma ars inoe ted, corporations aceount for
nensly haolf of all firms wig 20 or mors mnplug'_&ea, .

Oon an oversll bosis, differences in the distribution of

firme by t}:Fa of nization eould be expected to follow
from the industry diffevences in size composition, In manu-
fecturing, for to be lorger than

exa.mtﬁle. whore firms toetd |
average, a higher-thon-average proportion of corporntions
would be expected. However, some industry differences in
the distribution of firms by _typoe of crganization are appar-
anily independent of siza.  In menufacturing the propartion
of propriatorships is lower, nnd of corporations higher than
nvarnge not only for tha division bs & whola but within
each of the sizo closses. Wholesale trada is similar to manu-
fecturing in this respect bui in vetnil trode and construction
tke opposite situation prevails.

In this phenomsnon may be axplained hy industry
varintions in the average number of amployees per
within the amployee-size utilized in tha tables, A

u

more important rewson pmﬁh lias in the choice of smploy-
ment o8 o measure of size, The amount of capital raquired
i3 en important foctor aparé from employmexni in deter-
mining the legal form of organization of a projected business
enterprisa,  If size of firm were messured in terms of totol
asgeta it iz likely that tha industry diffarencea within siza
classes in the distribution of firms smong the Gypes of
organization would be lessened. Variation in the depree of
rizk associaied with sterting different kinda of new busiticesses
may alao give rise Lo some industry differences in the propor-
tions of corporations within size closses,

Organization for Each Employee-size Class

Importance of carporalions risas with size
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Business Turnover

The number of inclg;gumtud and unincorporated businasses
which ware newly established, newly acquired by transfer of
ownership, and sold or I uir]ntag ench year from 1945
through 1954 are shown in table 1 ; further details by size and
indusiry are shown in teablez & and 6.

Included among the businesses newly acquired by transfer
are changes from one type of legol form of organization to
angther as well a3 reorganizations and purchasss of going

concarns which do not result in » changs in Fepal form.  For
all types of organizations combined the number of firms dis-
continued or transferred less the number of businesses newly
sequired by transfer yields the number of business deaths.
However, it ts not possible to derive cetimates of the nomber
of liguidetions within ¢ of organization from table 1
gince separate information on the previous logel form of
arganization of transferred businesses ia lacking, -

SURVEY OF CURRENT BUSINESS

weiness hirths and transfars were st a record level in 1846, -

& year in which the readjustment from the war sconomy
resal in & business population incrense. of merc than
400,000 firme, Sineo thal yenr the number of nawly ne-
quired businessea nmong unineorpornied firms has decresssd
steadily, and last year numbered only about half a8 meny as
in 1048. Thes number of new corporations, on the other
hand, after declining throngh 1049, inerenzed each yenr
thoreafter; 1954 wee ooly 18 percent below 1848, The
differencs batwesn the gorporate and nomcorporate ssctors
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of the business population with respact to business turnovar
and growth are apparent from table 7 which expresses these
duts m terma of the rabes per 1,000 firine i operation. <
The differemce betwesn the combined rates of new firn
formation and scquisitions through transfer or rearganization
epch year and the rate at which frme are 20ld or liquidated
iald the annual rates of prowth amaong opernting coneerna,
he corporabe businesz turnover rates are subatantially less
than thoss for unincorporated business, while greater rerative
growth gocurred among corpoyations in yemr shown
emcept 1045, Growth n.munﬁ corporations was olso much
more stendy from 1048 on while in the noncorporats sastor
was slow in 1949 and moderate lossea oeourred in
1953 and 1954. The table albo shows that in most yesm
transferrsd firme have accounted for e larzer share of oll
newly acquired voincorporated firms thon the establishment
of new firms,

Entry rases holding size and industry constant

The different lovels of business turnover rates shown for
cu?amti?m and unincorporated business may soppest g
stability in the corporate sector of the business populstion
which 13 aetually not charncteriatic of this form of organi-
gotion as auch,  As previous articles on the business popu-
Iation have puinted cut, turnover rotes vary sharply m:llﬂnﬁ
indusiries, among aine cimea, ard even among geographica

Toble Z-=Numbear of Firmg in Opemtion Janosry 1 by Iodustey and Type of Organization
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regions. The industrial and size compositions of firme of
different types of orgnnization differ and henee varintion in
the gross Tales shown in the toble may llustrate little more
than warious weightings of the enme basjc rates rather then
apy inkerent differences batween cm%omta ond noncorporate
firms independent of these and possibly other lactora,

Talile §—llumber of Firjae In Operation January Lﬂfm-!.‘r, by
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Examination of entry rotes by the thranawuuf' clossification
of size, induatry and type of organization could be expected
to indicate the soparate effects of differences in each of these
Tactors u]iun entry rates. Unfortunately pressnt date are
not. completely adequats for this approach o the prohiem,
Information en new businesses oross-classified by type of

Talble §.—Porcant Hetributions of New and T osfernsd Busimessss

Salected Industry Divislons, Size of Firin and Organi- within Types of ﬂrganizntiﬂn by Sizo of Firm for Scleoted Indus-
zathm txy Divisions, 1954
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20 SURVEY OF CURRENT BUSINESS

organizetion, industsy and size ia not evailsble prior to the
third quarter of 1950; the only comparabls dats for all busi-
nesses 10 existence pertaie to Jaouw 1, 1947—n difference
in time of mors than three yewrs. FHurtbermore, the latter
egtimntes are subject to large sampling errors for some of the
more spureely populnted cells of t-lr;u ee-way classification;
within size-by-industry clessifications the distribution of
firma by type of organization depends upon samples of em-
ployers too amall to yield precise estimotes within each cell,

cgavartha]m, a atudy based upon pressnt detn does revanl
significant verintion in entry rates by industry nad by siza.
Tlie effect of type of organization upon cniry ratce is lesa
clegr whoen the analyeia in ed on oll observations; however,
within the two industry divisions with the largest number of
firrps—retait trade and the servica industriee—the entry rate
for corporotions exceeded the partoership rabe, ond hoth
these types of organization tended to have mueh higher entry
rates than proprietcrships. In the nbsenes of dain on the
relative changes in the number of firms in each legal form of
organization, adjuated for size snd industry, it is not poasible
to estoblish the extent t» which these differentials in entry
rates, also so mdjusted, nre associated with differentisla in
growth rates or in discontinvanes mies,

Tahla b, =~MNtumber of Finme in Oporation 1958=55 snd Nomber af
New, Dissontinucd and Transferred Buslweeses 1353-54 by Major
Industry Dirisloms
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